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I. Note 

From the Chinese Charge d'affaires to the Secre- 
tary of State of the U.S. of America. 



Mr. Shen to Mr. Hay. 

No. 277.] Chinese Legation, 

Washington, January 22nd, ipoj. 
SIR: Referring to my note No. 276, of the 19th instant, in 
which I informed you that I had received instructions from the 
Imperial Government relative to a proposed plan looking toward 
an international concert of action bearing upon the monetary 
question, I have the honor to submit to you the accompanying 
memorandum containing the views of my Government relating 
to the above-mentioned subject. 

It is the confident hope of the Imperial Government that 
the subject-matter of its memorandum may receive the careful 
consideration of the Government of the United States, and that 
such steps may be taken as it may deem proper toward bringing 
about the desired end, to the mutual benefit of all concerned. 

Accept, Sir, etc., Shen Tung. 

[Inclosure.] 

Memorandum. 
The serious results which are threatened by the recent 
fluctuations in the value of silver bullion to the commerce both 
of gold and silver standard countries have induced the Chinese 
Imperial Government, acting in concert with the Mexican 
Government, to ask the cooperation of the United States in 
seeking a remedy for these conditions for the mutual benefit of 
all concerned. Safe and profitable trade between any two 
countries is dependent to a considerable degree upon relative 
stability in the value of their currencies. This stability is 
destroyed in the trade between a gold-standard country, like 
the United States, and a silver country, like China, when the 
variations in the gold value of silver, as was the case during the 
year 1902, reached nearly 10 cents an ounce in gold in a single 
year, or nearly 20 per cent, upon the price of silver bullion. 



The problem of securing relative stability of exchange 
between the gold and silver countries is one whose importance 
is not limited to silver countries, but comes home with force to 
all those gold-standard countries which are seeking markets for 
their products in silver countries and are seeking the extension 
of their trade in the Orient. The importance of this trade is 
indicated in some measure by the following table of the imports 
into certain silver-using countries for the latest year for which 
data is obtainable, based in some cases upon official figures, and 
in others upon those presented in the Statesman's Yearbook for 
the year 1902, reduced to round figures in American gold 



coin: 



Imports of certain silver-using countries. 



China $ 

Mexico 

Philippine Islands 
The Straits Settlmts 
Feder. Malay States 
Indo-China 
Cochin China ... 

Tonkin 

Siam 



196,934.342 
65,083,451 
32,141,842 

1 50,000,000 
1 8,000,000 
35,750,000 
24,000,000 
12,300,000 
12,600,000 



Korea 

Bolivia . . . 

Colombia 

Guatemala 

Honduras 

Nicaragua 

Paraguay 



$ 5,500,000 
3,300,000 
11,083,028 
1,521,900 
1,074,050 
3,500,000 
1,838,710 



Total... $574,627,323 



This large volume of imports into the silver countries, 
exceeding the entire annual import trade of the United States 
as recently as 1879, comes almost exclusively from the gold- 
standard countries which are "engaged in the manufacture of 
finished goods for the world's markets and are profoundly 
interested in the extension of those markets. The table given 
does not include British India and several silver countries in 
South America which might become parties to an engagement 
. for giving stability to the relative value of the money of gold 
and silver countries. 

It will be noted that the largest amount of imports 
in the table given above is credited to the Chinese Empire. 
This large volume of trade is threatened in the present state of 
the Chinese fiscal and currency systems with a decline, the limit 
of which no one could foresee. The heavy indemnity imposed 
by certain of the powers upon the Chinese Government has led 
to large offerings of silver on the Chinese market and has 
diminished the power of that country to purchase foreign goods 
to a point which threatens to materially reduce the existing 
export trade to China from the United States, Great Britain, 
France, Germany, and other countries. 



The foreign trade of China, while standing at the head of 
the above table in the order of magnitude, is small at present 
in proportion to the population and resources of the Chinese 
Empire. The exports from the United States to China have 
multiplied many fold within twelve years, and now exceed 
24,000,000 dols. The present volume of imports of merchandise 
into China, however, amounts to only about 50 cents per capita 
in gold, and affords but a slight measure of what the trade of 
China might become if expanded in the future as rapidly as 
even that of Japan, which has advanced in ten years from about 
1.25 dols. to nearly 3 dols. per capita. An import trade of 3 
dols. per capita for the Empire of China, with its nearly four 
hundred million people, would represent the enormous sum of 
1,200,000,000, dols., or one-third more than the largest amount 
ever attained by the import trade of the United States. The 
encouragement of a commerce so important as this seems to the 
Chinese Imperial Government to be worthy of the most serious 
consideration of the Western powers. It would afford an outlet 
for the produce of the labour of many thousands of workers of 
Europe and America, and employment for many millions of the 
capital of those nations, and would dot the Pacific and Indian 
oceans with the flags of a carrying trade as large as that now 
required in the entire commerce between Europe and the United 
States. 

While a readjustment of the currency of China upon a 
stable relationship with that of the gold-standard countries 
would not in itself, perhaps, accomplish so tremendous a revolu- 
tion as would be involved in the creation of a trade of more than 
a thousand millions, yet it would be one of several steps in that 
direction, which would contribute greatly to accelerate an event 
of such paramount importance to the capitalists and the pro- 
ducing masses of the Old and New Worlds. The necessity is 
becoming more and more keenly felt by American and European 
manufacturers for the opening of new and the extention of 
already existing markets in every direction for the absorption of 
their goods, in order that means may be found for relieving over- 
production and affording profitable returns to the investment of 
capital. China, with her immense population and consequently 
large potential capacity for absorbing foreign products, offers a 
most important field for American and European manufactures, 
the ready absorption of which would tend to relieve over-produc- 
tion and contribute materially to the prosperity of the manu- 
facturing nations. 

If results such as these are within the range of the influence 
of a reorganization of the monetary system of China, in harmony 
with the system of other powers where silver is the principal 



money in use, it is evident that the Chinese Imperial Govern- 
ment acts from no narrow and selfish motive in asking the 
United States and the Republic of Mexico to join her in seeking 
an international arrangement for securing greater fixity of re- 
lationship between the moneys of the gold and silver countries. 

Questions of finance and economics should be considered 
in all their bearings, with due attention to their far-reaching 
effects, and not merely upon results which bring immediate 
benefit. Important as are the indemnity payments to the several 
powers, and ready as China is to meet them to the best of her 
ability, they represent but a trifling proportion of the benefits 
which may be derived by the Western powers from a policy which 
would give to China a permanent uniform monetary system, and 
make her a wide market for the products of American and 
European factories and workshops. 

It is with a view to finding a remedy for the monetary causes 
which threaten to retard this development, and to preserve the 
export and carrying trade of the leading manufacturing nations 
to the silver countries, so that trade may not lose its healthy 
activity, and confidence may be restored to investors and manu- 
facturers, that the cooperation of the United States is asked in 
representations to other leading powers in favour of international 
concert of action on this subject. The Government of China 
does not seek the restoration of the free coinage of silver by 
either the gold or silver using nations. It is recognized by this 
Government that bimetallism in the sense of the free coinage of 
both metals is a policy which has been definitely discarded by 
leading powers of Europe and by the United States, and that it 
would be futile to propose its restoration. 

It is, therefore, not the expectation nor the wish of this 
Government that the gold-standard countries should take any 
action tending to impair their monetary standard or to make mat- 
erial changes in their monetary systems. It is desired that the 
governments of gold countries having dependencies where silver 
is used and the governments of silver countries shall cooperate 
in formulating some plan for establishing a definite relationship 
between their gold and silver moneys, and shall take proper 
measures to maintain such relationship. One such plan, it is 
reported, has already been proposed in both Houses of the Con- 
gress of the United States with reference to the Philippine Islands. 
It is this and other plans designed to accomplish the same end 
which the Government of China would be glad to have considered 
by the United States and other governments, with the view to the 
-adoption of the best attainable monetary arrangement by those 
countries which are not prepared under existing conditions to 
adopt a currency system involving the general use of gold coins. 
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The co-operation of the United States with the Chinese 
Imperial Government and with the Republic of Mexico in 
presenting this subject to other governments would, in the opin- 
ion of this Government, aid greatly in securing a prompt and 
satisfactory solution of an economic problem which threatens 
the ruin of the silver-using countries on the one hand, in the 
vain effort to meet increasing gold obligations abroad, and which 
threatens also the commercial prosperity of the gold-using 
•countries by destroying the purchasing power of their customers. 
It would, we believe, contribute materially to the permanent satis- 
factory settlement of this problem if Great Britain and France, with 
their important colonial possessions in Asia, and if Germany 
and Russia and other countries having large commercial and 
territorial interests there, would unite with the United States 
and China in the adoption of a common standard for a new 
coinage system in the silver countries; in recommendations for 
the readjustment of the fiscal and monetary relations of China 
with the other powers which would permit that country to 
continue to be a user of silver and a purchaser of the products 
of the manufacturing nations; and in such provision for their 
own subsidiary currencies as would tend to promote stability of 
relationship between their gold and silver money. The Chinese 
Imperial Government will welcome the cooperation of the 
United States in this matter in any form which may be acceptable 
to that power and earnestly prays that the subject may receive 
the prompt and serious consideration which, in the opinion of 
this Government, it merits. 



II. Message from the President of the 
United States, 

TRANSMITTING 

A REPORT FROM THE SECRETARY OF STATE, WITH ACCOM- 
PANYING NOTES FROM THE MEXICAN AMBASSADOR AND' 
THE CHINESE CHARGE D'AFFAIRES AD INTERIM, WHICH 
SEEK THE COOPERATION OF THE GOVERNMENT OF THE 
UNITED STATES IN SUCH MEASURES AS WILL TEND TO 
RESTORE AND MAINTAIN AFIXED RELATIONSHIP BETWEEN 
THE MONEYS OF THE GOLD-STANDARD COUNTRIES AND 
THE SILVER-USING COUNTRIES, ETC. 



To the Senate and House of Representatives : 

I transmit herewith a report from the Secretary of State, 
with accompanying notes from the Mexican ambassador and the 
Chinese charge d'affaires ad interim, which seek the cooperation 
of the Government of the United States in such measures as 
will tend to restore and maintain a fixed relationship between 
the moneys of the gold-standard countries and the silver-using 
countries. 

I recommend that the Executive be given sufficient powers 
to lend the support of the United States, in such manner and to 
such degree as he may deem expedient, to the purposes of the 
two Governments. 

Theodore Roosevelt. 
White House, January 29, ipoj. 



The President : 

I have the honor to submit herewith a translation of a note 
from the ambassador of the Republic of Mexico and a copy of a 
note from the charge d'affaires of the Imperial Chinese Govern- 
ment. Both notes ask the cooperation of the Government of 
the United States in such measures as will tend to restore and 



•maintain a fixed relationship between the moneys of the gold- 
standard countries and the silver-using countries. It is not ask- 
-ed that the United States modify its monetary system, and it is 
distinctly disavowed that any movement is contemplated for the 
restoration of international bimetallism. The opinion fs ex- 
pressed, however, by representatives of both Governments, that 
consultation between the United States and European powers 
having dependencies in the Orient, and the independent coun- 
tries where silver money is in general use, may result in the 
adoption of a monetary system which will prevent the great 
fluctuations in exchange which now occur in trade with the 
silver-using countries. If such a result can be achieved — and 
it is pointed out that at least a partial solution has been pro- 
posed in the United States in a bill now pending in the Senate 
in regard to the Philippine Islands — great benefits will follow 
to the trade of the world by making easier the access of the 
products of the manufacturing nations to the markets of China 
and the other silver-using countries. 

The consideration of this subject may have an important 
bearing also on the payment of the indemnity due by China to 
certain European powers and to the United States by enabling 
the Chinese Empire to put her monetary system upon a basis 
which will make it possible for her to meet these payments in a 
manner satisfactory to all the powers. This result, if it could 
be accomplished, would be of the first importance not only to 
the United States and to the other powers having a share in the 
indemnity payments, but to China herself and her future 
development. 

I respectfully submit for your consideration that these com- 
munications be transmitted to Congress with the recommenda- 
tion that the Executive be given sufficient powers to lend the sup- 
port of the United States in such manner and to such degree as 
you may deem expedient to the purposes of the two Govern- 
ments whose notes are herewith submitted. 

Respectfully submitted, 

John Hay. 
Department of State, 

Washington, January 28, ipoj. 



List of papers. 

From Mexican ambassador, January 15, 1903, with inclosed 
memorandum. 

From Chinese charge^ January 19, 1903. 

From Chinese charge^ January 22, 1903, with inclosed memo- 
randum. 



III. Suggestions 

Regarding a New Monetary System 
for China. 



i. — The Chinese Imperial Government promptly to take- 
effective steps, satisfactory to a majority of the indemnity treaty 
powers, to establish a general monetary system consisting chiefly 
of silver coins with a fixed gold value. 

2. — In the establishment and management of this system,. 
China to invite and employ acceptable foreign assistance. 

3. — In pursuance of this plan, the Chinese Government to 
appoint a foreign Controller of the Currency, who shall have 
general charge of the system for China. He to have acceptable 
associates in charge of the mint or of such work as he may 
prescribe. 

4. — The Controller to make monthly reports in detail of the- 
condition of the currency, including amounts in circulation, 
loans, drafts on foreign credits, etc. His accounts (but not 
those of the general government) to be open at reasonable 
times to inspection by accredited representatives of the powers 
interested in the indemnity, provided the Chinese Government 
judges that such a provision would be wise in order to secure 
confidence in the system. Such representatives, as also 
the associate Controllers, to have the right of suggestion 
and recommendation. 

5- — The Chinese Government to adopt a standard unit of 
value. The unit to consist of . . . grains of gold, and to be 
worth presumably approximately the gold value of a tael or 
somewhat more than a Mexican dollar. Provision to be' made 
for the free coinage of suitable pieces, multiples of this unit, 
S, 10 and 20, on demand, for a reasonable coinage charge- 
Eventually some to be coined on government account. 

6. — China to coin as rapidly as possible silver 

coins, with an appropriate device, about the size of a Mexican 
dollar, for circulation in the country. These to be maintained 



at par with the standard gold unit at a ratio of about 32 to 1. 
More to be coined thereafter according to needs, as indicated 
by provisions following. Subsidiary and minor coins, silver, 
nickel and copper, of suitable weight and value to be provided. 

7. — Both the gold and silver coins to be receivable at par 
in payment of all obligations due to the Chinese Imperial 
Government in any of the provinces. When such obligations 
have been made in silver, the new coins may be tendered 
instead at their coin value. 

8. — -The Government at its discretion, in conjunction with 
the viceroys, from time to time to declare by proclamation in 
the various provinces the new coins legal tender for debts 
incurred after a date fixed in the proclamation. Previous debts 
to be paid as contracted. 

9. — For the maintenance of the parity of the silver coins, 
the Chinese Government to open credit accounts in London 
and other leading commercial centres against which it may 
draw gold bills at a fixed rate, somewhat above the usual 
banking rates. For example, if the usual banking rate on London 
under the system were about 1 of the new coins for 2s. the 
government might sell if the rate rose to 1.02 for 2s. Such 
drafts to be made only under the direction of the Controller 
of the Currency, but to be made on demand for all depositors 
of the new silver coins in sums of not less than, say, 10,000 
taels. 

1 o. — Should it be necessary to make a loan for the establish- 
ment of a general monetary system with adequate exchange 
funds, it to be secured by sources of revenue sufficient to yield 
an amount which will provide for the needed interest and 
sinking fund, such revenues to be managed in a way satisfactory 
to the parties interested. 

1 1 . — The seigniorage profit from coinage to be kept as a 
separate fund. Whenever 500,000 taels worth shall have been 
accumulated, it to be placed as a gold deposit with the several 
foreign depositaries in proportion to drafts made upon them. 

This process to be continued till at least taels worth 

shall be in the gold fund on deposit. 

12. — For replenishing the gold fund after its reduction by 
drafts, the Controller to honour silver drafts drawn by the 
foreign agents of the Treasury in exchange for gold, at rates 
fixed by the Controller. 

13. — Provision to be made for a banking law under which 
bank notes kept at par with the legal tender currency may be 
issued by an imperial bank or by other responsible banks under 
the supervision of the Controller. 
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14. — As rapidly as is practicable the new currency to be 
introduced into the various provinces, the Controller making 
use of the local governments, banks, business houses and such 
other agencies as are best suited to the purpose. 

15. — Within five years the new system to be introduced 
into all the treaty ports and as far as possible elsewhere and all 
customs duties to be collected in terms of the new currency. 
Local taxes to be collected in new currency as fast as it is 
adopted in provinces, and provision also to be made for the 
keeping of the tax accounts under the new system. 

1 6. — The new system to be put into effect when 

of the new coins are ready for circulation. 

17. — The Controller and the representatives of the powers 
to be authorized to recommend economic reforms to the Imperial 
Government. 
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IV. Considerations 

Regarding a New Monetary System! 

for China. 



i. — Advantages of a Good System. 

When the Imperial Government of China, on January 22, 
1903, addressed its memorandum to the United States con- 
cerning the establishment of a new monetary system which 
should fix the rate of exchange between China and gold 
standard countries, the Government of China doubtless fully 
recognised the great advantages which would accrue to it 
should such a reform be carried out. It doubtless also realised 
that such a reform would be beneficial to the nations with 
which it had commercial relations. It is, however, perhaps well 
to mention here what may be some of the advantages both to 
China and to the foreign countries concerned, and to note also 
how this movement appeared to others. 

It was natural that the Government of the United States 
should welcome the proposition to put China upon a gold 
basis and should look for the cordial cooperation of the 
leading manufacturing and exporting nations of Europe, 
because such a measure promises so much for the extension of 
their future trade and their opportunities for safe investments. 
The present uncertainties, due to fluctuations in exchange, in 
regard to the profits upon commercial operations between the 
gold countries and the silver countries would be brought to 
an end if these fluctuations were brought within the usual 
limits between two gold countries. Under present conditions 
the importer in a silver country is compelled to live from hand 
to mouth and to greatly restrict his orders for goods given to 
European and American exporters. Investments of capital are 
even more hazardous, since a fall in the price of silver equal to 
that which occurred within a few months in 1902 would wipe 
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out profits of 1 5 or 20 per cent and reduce by that amount the 
value of an investment made in a silver country if it were 
sought to withdraw it in gold. 

The adoption of a stable exchange, by remedying these 
conditions, would unquestionably stimulate the importation into 
China of the products of European and American mills and 
factories. Many of these importations would be in the form 
of advances of capital for the development of the rich natural 
resources of China. These investments would be made in the 
form of rails and rolling stock for new railways, equipment for 
factories, and supplies for the laborers engaged in extending 
railways and modern industrial methods throughout China. 
The fact that such exportations from the manufacturing countries 
would not depend primarily upon the increased consuming 
power of the Chinese people, but upon the surplus of capital 
of the rich countries seeking investment, would greatly stimulate 
this movement in the earlier years. This was the experience 
of Russia and Japan when they adopted the gold standard. 
In the case of Russia, imports of foreign goods rose from 
416,000,000 roubles ($210,000,000 gold) in 1890 to 626,000,000 
roubles($3 1 5,000,000 gold) in 1900 — an increase of 50 per cent in 
ten years. In the case of Japan, the imports of foreign goods 
rose from 81,000,000 yen ($40,000,000) in 1890 to over 
300,000,000 yen ($150,000,000) in 1900 — an increase of about 
200 per cent, even when allowance is made for the reduced 
value of the yen by the fall in silver. 

If a ratio of increase corresponding to that in Japan were 
to occur in the imports of foreign goods into China, such 
imports would rise within ten years from 50 cents to $1.50 per 
capita and a market would be opened for $400,000,000 worth 
in American gold of the products of Europe and America in 
addition to the present volume of their trade with China. 
While it is probable that the development of the commerce of 
China would not be so rapid as that of Japan, there can be no 
doubt that the opportunity for large trade and safe investments 
offered by the adoption of a uniform currency in China based 
upon the gold standard would afford benefits to the manufactur- 
ing and exporting nations which abundantly justify earnest 
efforts on their part to secure such an important economic 
result. 

Already, at about the date of the appointment of the 
Commission, the importance of stable exchange in China had 
become a subject of discussion in the Orient and of action by 
several commercial bodies. Typical of these expressions is 
the resolution adopted on April 18 last by the Shanghai 
General Chamber of Commerce: 
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" Having in view the fact that silver is subject to violent 
fluctuations and that China's financial obligations, national and 
commercial, are now mainly, and in future will probably be 
entirely, with gold-using countries, this chamber is of opinion 
that the treaty powers should urge the Chinese Government 
to take the necessary steps without delay to provide for a 
uniform national coinage as a first step toward establishing the 
currency of this country on a gold basis at as early a date as 
practicable." 

The high authority of Sir Robert Hart, inspector-general 
of the imperial maritime customs, may also be invoked in favor 
of securing for China the great commercial and fiscal benefits 
of a gold standard. In a paper presented to the board of 
foreign affairs and printed in the North China Herald of July 
3, 1903, Sir Robert Hart declares: 

" It would be much wiser for China to maintain a gold 
standard instead of a silver one as at present, since silver has 
dropped down to such a degree and moreover possesses no 
certain or uniform exchange, even within the limits of a single 
day. The hundreds of trades are all disastrously affected by 
the present state of the currency, while the Government 
having to pay its foreign debts in gold both country and people 
are being plunged into the depths of financial distress. The 
conditions pictured in the foregoing therefore compel one to 
seek some plan whereby they may be ameliorated, and so 
make it that China, while still using a silver currency; shall so 
fix a uniform exchange between silver and gold that there may 
be no danger of uncertain fluctuations." 

Such reform however needs to be very carefully considered 
from all possible points of view. Closely related to the project 
of establishing a definite monetary system for China on the gold 
basis are several subjects relating to the monetary systems of 
other countries of the Orient, most of which are dependencies of 
the leading European powers. These countries include the 
Philippines, under the authority of the United States; the Straits 
Settlements, under the authority of Great Britain ; Indo-China, 
under the authority of France; and the dependencies and colonies 
of Germany in East Africa and Asia. In support of the general 
objects sought the Commission presented, therefore, to the 
European powers : 

1. — Suggestions for a monetary system for China. 

2. — The subject of approximate uniformity in the relation- 
ship between the gold unit and the silver coinage in China and 
in such other countries as may hereafter establish new monetary 
systems based on the gold standard. 
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3. — The subject of establishing a certain regularity in 
such purchases of silver bullion as are actually required for 
coinage purposes, with a view to aiding the gold price of silver 
and eliminating, as far as practicable, the extreme fluctuations 
in price incident to speculation, thus rendering the adoption of 
the gold-exchange system much more easily attainable in 
countries whose credit needs strengthening. 



2. — Difficulties of a Change in China. 

The question of a monetary system for the Empire of China 
is distinctly a practical one. While the establishment of a new 
monetary system in a country so differently situated as 
regards its business, governmental organisation and civilization 
from those of the western world would be one of great 
interest to all students of monetary science, nevertheless 
the question as treated by the American Commission on Inter- 
national Exchange is one which has to do with governmental 
action and with the action of business men in the near future; 
and, in consequence, it is to be considered chiefly from the point 
of view of practice. Under these circumstances it is advisable 
at once to realise as clearly as possible the difficulties which 
stand in the way of the establishment of any satisfactory 
monetary system in the Chinese Empire. The chief difficulties 
may perhaps be enumerated as follows: — 

i. — At the present time China has no national monetary 
system. Indeed, it would not be too much to say that she has 
no monetary system at all of the type common in Europe and 
America. In several of the treaty ports silver coins circulate 
largely: in Shanghai and Tientsin, the Mexican dollars; in 
certain parts of Manchuria, the Russian rouble; in Canton and 
Hankow and in various provinces, dollars coined by the mints 
of the respective viceroys; and other coins are also used in 
different places. In many of these ports, even, as generally in 
the interior, instead of coins, silver shoes — sycees — or other 
forms of silver bars are used, which pass in accordance 
with their weight and fineness. In the country districts in the 
interior even silver is comparatively seldom employed by the 
Chinese, the copper cash being practically the sole medium of 
exchange. Even the so-called silver unit of the tael has no 
general validity. In Shanghai the tael means one weight of 
silver; in Tientsin another; in Peking another; a popular book on 
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coinage enumerating fourteen different taels of different weights; 
and the tael thus varies in weight and in consequence in value in 
the different parts of China. Under these circumstances, of course, 
the question of a national monetary system for the Chinese 
Empire involves not merely the learning of the value of some 
new coin on the part of the people, as would be the case in any 
of the European countries, but it involves also the problem of 
having the people become accustomed to the use of coins which 
may be counted instead of silver which must be weighed. 
Moreover, the Chinese people are proverbially conservative and 
indisposed to change from the customs of their fathers. Ex- 
perience both in China and elsewhere, however, shows that a 
people soon learn a new money system, if it is for their 
advantage. Moreover, China has in one way a decided advantage 
in having no established uniform system. Her government 
is under no obligation to redeem the old coins, except those 
issued by the provincial governments. 

2. — The central Government of China has not been accus- 
tomed to enter into the details of administration of local 
government in the different parts of China. Those details have 
been entrusted to the viceroys and other local officials. For 
the establishment of a national monetary system in any country, 
it is ordinarily understood that the central government must be 
strong and that it must exercise its authority directly over 
individuals throughout the country. It will be recalled that 
when the United States was first organised under the Confedera- 
tion, the government practically broke down because the central 
government could act upon individuals only through the 
separate States. Possibly the most essential improvement in 
the new Constitution was the establishment of authority in the 
central government to deal on certain matters directly with 
individual citizens throughout the entire territory included in 
the United States without the intervention of local authorities. 
The fact that the central government in China has not been 
accustomed to deal thus directly with the individual citizen in 
many matters will make it necessary for the success of the new 
system to extend somewhat this custom, and also to secure the 
co-operation of the viceroys and of other local authorities in 
order to make the system effective with as little friction as 
possible. There is no doubt that, by the organization of a central 
national bank or some similar centralized organization, this 
difficulty can be largely overcome. 

3. — Of course wherever a change in the present monetary 
system would lessen materially the revenues of the viceroys, 
governors, and other officials, it would be only just that care 
be taken so to adjust the local revenues or the revenues of the 
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new system that reasonable compensation would be made to the 
officials for the losses sustained. While the new system would 
tend toward needed centralisation of administration such ad- 
ministrative change ought not to be made unjustly without due 
consideration for present conditions. 

It has also been suggested that a general monetary system, 
especially if it were founded on a gold basis, would be contrary 
to the personal interests of many of the local officials and of the 
individual Chinese bankers, that, in consequence, it would meet 
their opposition and would, therefore, be likely to fail. It is 
said that it has been the custom for the local officials in 
receiving the taxes and other obligations due the government 
to make profit, at times large, from the exchange of the local 
silver, copper, or other material employed in payment into the 
form in which payments were made to the higher authorities. 
If a monetary system were to become general and the taxes were 
levied directly in terms of the new coin, this profit from 
exchange, etc., might possibly be largely taken away. 

The local bankers have also, it is said, made large profits 
often from themselves acting as exchange agents in making 
payment between individuals and between the individuals 
and the government. 

Some persons have even been of the opinion that opposi- 
tion would be made to a new system even by the European 
bankers, because their business has for a long time been largely 
an exchange business and a very large percentage of their 
profits have come from their profits in exchange. If the 
monetary system of China were placed on a gold basis, it 
is thought, these profits naturally would be very much 
lessened. It most cases these difficulties are not important 
and will make no trouble. The way in which the new system 
will benefit instead of injure both these classes is explained 
later. 

3. — The Government of China is under so great finan- 
cial obligations on account of its foreign debt and the 
indemnity due the powers that any monetary plan to 
succeed ought to have the goodwill and moral support of all 
the great powers ; or, at any rate, it must be one which 
will not interfere in any adverse way with the settlement 
of the obligations which are due to them. It is on this 
account, of course, that it has been thought desirable for 
China and those assisting her in the attempt to inaugurate 
a new monetary system to secure beforehand the sympathy and 
moral support of all the great powers interested in the 
indemnity. Such sympathetic consideration has already been 
secured by the visit of the Commission on International 
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Exchange to Europe and Japan. The obligation of the indemnity 
has, of course, weakened the power of China financially for a 
time, but it is hoped this may be overcome. 

4. — Inasmuch as the stability of exchange in the settle- 
ment of payments in foreign trade is a matter of prime- 
importance in connection with the proposed monetary system, 
being in fact the point on which the chief emphasis was laid 
by the Chinese Government in its memorandum addressed to 
the United States Government, January 22, 1903, the plan and 
the method of administration in order to be successful' must 
commend themselves to foreign business men who are 
engaged in trade with China. The Chinese indemnity, in' 
accordance with the interpretation given to the protocol by 
several of the powers, is payable in gold and is payable through 
the medium of a committee of business men and bankers. 

Foreigners who have money to invest are deterred from 
such investment in China by the danger of loss coming from 
the fluctuations in the rates of exchange. Persons who have 
goods to sell in China, not knowing what their return will be 
when sales are made in terms of the silver unit in China on 
account of the fluctuations in the value of that unit, may at 
times meet with losses, when on the day of the sale the 'terms 
agreed upon would secure a profit. Otherwise they must pay 
bankers liberal commissions for forward rates of exchange. In' 
consequence, business men naturally hesitate about exporting 
to China. Between 1882 and 1902 it has been estimated in a 
letter by Sir Charles Dudgeon to the China Association, that 
silver declined in value as compared with gold 49.7 per cent, 
as compared with copper cash 26.5 per cent. As compared 
with gold copper cash has fallen about 32.5 per cent. 

Under these circumstances any plan which is to be 
successful must be not merely good in itself; but, if it is to overcome 
these evils, it must be one which will have the confidence of 
both Chinese and foreign business men. The plan here proposed 
is in accordance with the views of the majority of the ablest 
bankers and business men consulted. 

5. — The American commissioners, in presenting a plan for 
a monetary system for China, represent China, inasmuch as they 
were appointed for this purpose on the invitation of the Chinese 
Government. The plan which they present is the one which 
they believe to be the best for China herself, the one that will 
probably help China the most in both her internal and her 
external trade, in the settlement of her foreign indemnity 
obligations and in other regards. The plan must, of course, be 
one that will in no way be detrimental to the sovereign rights 
of China. It should be one that will as rapidly as possible fit 
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into the customs of the people. Inasmuch as the Chinese are 
not accustomed to a general monetary system of the Occidental 
type, it has been felt that the way to accomplish this purpose 
most easily is to formulate a plan which will appeal directly to 
the motive of self-interest of the individual. As compared 
with other Oriental peoples, for example the inhabitants of India, 
or of Java, or of the Philippines, the Chinese are noteworthy for 
their thrift and their quick intelligence in everything that 
touches their self-interest. They are notoriously shrewd in 
matters of bargain and are ready to take advantage of any 
opportunity for even a slight profit. In consequence, it is 
thought that any plan which provides a money that in 
retail trade, in the settlement of obligations, in the payment of 
taxes due the government, and otherwise, will either free the 
individual from the liability of losses which he has suffered 
heretofore, or will give him an opportunity for making a gain 
however small, will be one that will attract the Chinese people; 
and in this way it may be said to fit into the habits and customs 
of the inhabitants, even of those who are uneducated and 
untrained in business methods. 

As has been said, one must not underestimate the difficulties 
which stand in the way of the introduction of any new system; 
but, on the other hand, in spite of these difficulties and adverse 
conditions, it is thought that it is worth while both for China 
and for the people who are doing business in China and with 
China, that at least a beginning be made towards the introduc- 
tion of a rational national monetary system. Within the last 
two or three years many suggestions have been made in this 
direction. The Chinese Government has issued a decree 
commanding its board of finance to organise and put into effect 
such a system. It has instructed its delegate to the Osaka 
Exposition in Japan to make a study of the Japanese monetary 
system with reference to obtaining information which might 
aid the Government in formulating its own plan. The Tientsin 
and Shanghai Chambers of Commerce have adopted resolutions 
looking toward the establishment of a new system. The 
Hongkong Chamber of Commerce has likewise acted in a 
somewhat similar direction. Sir Robert Hart has outlined a 
plan which has been submitted to the Chinese Government. 
The Chinese Government in its commercial- treaties with 
England, Japan and the United States has agreed to establish a 
national monetary system. With so much agitation on that 
subject and with so evident readiness on the part of the 
Chinese Government to act, it is practically certain that some 
attempt toward reform will be made. It is in consequence 
extremely desirable that when a beginning is made it be made 
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in the right direction. It is not to be expected that all 
the difficulties enumerated can be overcome promptly, nor 
that a national system which shall be generally employed 
throughout China can be put into full effect within a short 
space of time. If a beginning is made in the right direction there 
will be nothing to retrace, and the system can be put into effect 
along right lines with the practical certainty that eventually the 
end desired will be attained. 



3. — The Introduction of the New System. 

It has been thought by a minority of the persons who have 
discussed with the American Commission their monetary plans 
that on account of the fact that the Chinese people are not 
accustomed to a national monetary system, it would be wiser to 
begin by introducing a general monetary silver unit, in order 
that the people might thus become accustomed to the use of a 
national coin of a recognised weight and fineness, and that the 
establishment of this coin upon a parity with gold be made a 
matter for later action after this first step had been taken. It 
has been the opinion, on the other hand, of the American 
Commission, and, it may be said, also of the large majority of 
those with whom the question has been officially discussed, that 
it would be a wiser plan, because in. the end an easier plan, in 
starting the new system, to establish the new coins, silver 
and copper, on a gold basis, and from the beginning to 
maintain them at a parity with gold. 

There are various reasons for beginning on the gold 
parity : 

1. — The benefit of the system will be more evident from 
the beginning. While a national silver currency not on a parity 
with gold would be of great benefit to the internal trade ol the 
country, the export and import trade would be helped directly 
in no way by such a system ; it would receive only indirect 
benefits such as the encouragement of internal trade would give 
to trade with foreign countries. On the other hand, it is 
extremely desirable that the export and import trade be en- 
couraged as soon as possible, because through that trade will 
perhaps come one of the chief benefits to China in enabling her 
to pay off more easily her foreign debts. 

It cannot properly be urged that the chief or even the first 
benefit of the new system would go to the foreigners, though, 
of course, they also will be benefited. The Chinese as the pro- 
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ducers of the goods to be exported, and as the consumers of 
the imports, will gain most. The fluctuations in exchange have 
checked the foreign demand for Chinese goods. With the 
increase in that demand prices will naturally rise and a new 
source of wealth for the Chinese will thus be opened. Again 
as the risks of a fluctuating exchange have led exporters to pay 
the lowest possible prices for goods to export, these same risks 
have led importers to ask the highest possible prices for their 
imports. The removal of the risk would lead to an increase in the 
number of importers, to greater competition, and in consequence 
to lower prices for imports. Though the money may largely 
pass first through the hands of the foreign trader, the chief and 
first real benefit will come to the Chinese producer and 
consumer. 

If, for a short time, the new system were adopted only in 
the seaboard provinces and not yet in the interior, of course 
there would be a greater rate of exchange between interior and 
port than now exists for goods not to be exported. As so great 
a part of the shipments to the ports, however, is for foreign trade, 
so that the gold rate must now be considered, the real fluctuations 
in exchange in actual business would probably be less than now. 
At any rate, the difficulty would be merely temporary and 
would be overcome as soon as the system could be extended 
into the interior, and is slight compared, with the great benefit 
to follow when the system is complete. 

2. — The establishment of the system on a gold basis would 
encourage also from the beginning the investment of foreign 
capital in China, and this again will be a source of profit to the 
Chinese people and to the Chinese Government which will enable 
them to meet their obligations. 

The benefit of a new factory or a new railway or other 
business undertaking is very great to any country. In America 
it is usual for the people to give not merely land free for such 
enterprises, but they often give freedom from taxes for a 
period of years, and at times a large bonus in cash. The new 
investment gives the employment at higher wages to more work- 
men, encourages the building of houses, makes a greater demand 
for food supplies and goods of all kinds, and tends thus to 
make the whole people more prosperous. 

3. — The beginning on a silver basis with the expectation 
that the coins were afterwards to be raised to a parity with gold 
would tend to encourage speculation to a greater degree than if 
the new system were established at once on a gold basis. It 
would tend still further to the unsettling of business, through a 
fall in the prices of goods when the value of the silver coins was 
increased; and while it might prove a source of considerable 
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profit to the bankers or to others who might have large stocks 
•of the new silver on hand, it could not but prove detrimental 
to the individuals who had large obligations to meet, inasmuch 
as they must be met in a coin of greater value. 

4. — The government would derive directly from the gold 
basis a benefit from an increase in its revenues, inasmuch as it 
would be expected that comparatively soon, at any rate, all the 
•obligations due the government would be collected in terms of 
the new coin, and even thoughthe readjustment were so made that 
there would be no additional burden laid at first upon the tax- 
payer, the government would at any rate be saved from the 
loss in the value of its revenue which might come from the 
further depreciation in the price of silver such as it has suffered 
during the last few years, a loss, as we have seen, of nearly 50 
per cent since 1882. 

Even though the Chinese Government might need to make 
-a new loan at first to start the new system, the added power to 
pay taxes which would soon come, as has been shown, would 
be so great as to make the real tax burden less than it now is. 

5. — A somewhat indirect benefit, but one which, beyond 
question, would be felt in the long run, would be that which 
would come from improvement in business methods under the 
influence of the example set by foreign investors as their capital 
.and business increased in the country. 

It is believed to be not merely thus more beneficial to 
■China to start on a gold basis, but if the gold basis is the end 
to be attained, it is easier than to start with silver which must 
afterwards be placed on a gold basis, because, as soon as the 
Chinese people perceive that the new coin is practically equal in 
value to gold and is, in consequence, not subject to the depreciation 
which they have experienced of late in silver, they will be much 
more ready to accept it and hold it for regular investment than 
if it were merely a silver coin still subject to the fluctuations of the 
metal. Indeed, there is a possibility, although one that would 
in no way prove an evil, that the coin might for a considerable 
time be hoarded by many Chinese as they would hoard gold. 
If a silver coin were generally circulated throughout China 
before it were placed on a gold basis, it would not give this 
confidence. Besides, there would be a considerable danger of 
the issue being so large that when an effort was made to place 
it on a gold basis there would result the necessity, as was the 
case in India, of a relative contraction in the currency as com- 
pared with the business demand which would produce the ill 
effects of falling prices already mentioned. If the coinage were 
also free, there would be a likelihood of the melting of the coins, 
of the subsequent recoinage of the metal, and so on, which at 



present exists and which would render it practically impossible for 
the government to have any accurate knowledge as to the amount 
of coins in circulation; and in consequence the difficulties of 
regulating and maintaining the system would be vastly increased.. 

The fact must be recognised also that in any case the new 
monetary system must work its way slowly throughout China. 
The mere physical difficulties of coining enough silver to- 
supply the needs of 400,000,000 people or more will make it 
certain that several years will elapse before there can be a 
national system of any kind which shall be generally employed 
throughout China. If, therefore, it is proposed to have a 
national system thoroughly introduced before it is placed on a 
gold parity, there must be a delay of many years before 
even the treaty ports and foreign countries could get the benefit 
of stable exchange. On the other hand, if the system is 
introduced on the gold parity, it may, and must in fact, be 
introduced first in these treaty ports and in other places where 
exchange with foreign countries is common. These benefits- 
will be secured from the beginning, and then, as the new coins- 
increase in number, they will gradually make their way with 
the aid of the viceroys through the different provinces into the 
interior, and the system can doubtless be completed in its final 
form in substantially the same length of time that it would take 
to introduce the silver currency throughout the country, even 
though it were not on the gold basis. The difficulties of the 
maintenance of the coins at par throughout the country will 
be discussed later. 

The difficulty, then, of the Chinese people becoming accus- 
tomed to the use of the new coins would be met as readily 
under the one plan as under the other, by the mere physicaL 
impossibility of coining the silver rapidly enough, unless special 
efforts were made to hire foreign mints to do the work, and the 
people would become the more readily accustomed to the new 
system if it were on the gold basis, inasmuch as the benefits to 
them would be greater. 

The opposition of individual bankers and the hostility 
of local officials, if such were found, can also probably 
be met by the method employed in the introduction of 
the system. It would probably be best to begin first in perhaps 
only part of the treaty ports and larger cities, say in Peking, 
Tientsin, Shanghai, Hankow, and Canton and the country 
adjoining. Owing to the form of government in China, 
these cities, with the country immediately adjoining, 
can be considered practically as territorial units, and 
the system might be started in them as if they were 
independent territories. Possibly it would be best to begin for 
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a few months in the Province of Chili alone to get the right 
method worked out there. As soon as a sufficient number of 
•coins were ready to meet a noteworthy part of the monetary 
needs of the community, say 25 per cent, they might be intro- 
duced, the government making them receivable at their par 
value in payment of all public obligations, and even, if it seemed 
desirable, making the payment of these obligations in the new 
coins compulsory. Under those circumstances, the government 
should also provide in those cities a sufficient number of 
exchange agents of tried probity so that the native Chinese who 
had taxes to pay could bring their copper cash or their silver 
;sycees or Mexican dollars to these agents, secure the new coins 
at fair rates and then immediately use them in the payment of 
their obligations due. In this way they would see at once the 
superior value of the new money in the payment of obligations ; 
they would know that they could always be employed for this 
purpose x and they would in consequence not hesitate to receive 
them. 

Furthermore, it would doubtless be wise for the govern- 
ment to employ as exchange agents the European bankers and 
the native bankers who might be in this way properly com- 
pensated for work done for the government and thus a source 
■of profit might be created which would tend to remove the 
opposition which they might otherwise make. Indeed, if the 
.government were itself making a profit from the seigniorage of 
ten to twenty per cent, it could well afford, if, for political 
reasons, it seemed desirable, to pay a rather high commission 
for this work. Even if they should wish to do so, as has been 
sometimes said, it would not be possible for the local officials to 
take an unfair advantage of the exchange of the old money 
into the new coins, provided the government started the reform 
in small territories like the cities indicated and established 
directly its exchange agents whom it could trust. The terms 
•of the exchange ought to be made so public that it would be 
■comparatively difficult for extortions of the kind indicated to be 
practiced. 

From these cities the system should, of course, be 
extended as rapidly as possible, considering the necessity of 
meeting the needs for coins and of securing the proper govern- 
mental control, into the adjoining provinces where the people 
are already accustomed to coin, and where the viceroys and 
other local officials would be most in favor of the new plan ; and 
then gradually, it should be extended from province to province 
into the interior. The people in the coast provinces now 
accustomed to the use of the Mexican or British dollar, as the 
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experience of Russia in Boukhara, of the English in Hongkong,, 
of the Philippines, of Japan, and of British India shows, would very 
rapidly learn the use of the new coin whose par value was above its- 
metal value. The people in the interior not accustomed to the use 
of coin at all would gradually gain that new custom through the- 
possibility of paying their governmental obligations in them at 
once, and that in such a way that they would be freed from the 
oppressive charges of the money changers, and would thus be 
led to see promptly the advantages of the new coins. 

While, speaking generally, the European bankers have 
expressed sympathy with the plan for the adoption of a new 
monetary system for China, it is recognised that the adoption 
of a system on the gold standard would, of course, soon lessen 
their profit from an exchange business. While far-sighted 
bankers are not likely to place obstacles in the way of such a 
reform, since, in the long run, the plan would probably prove 
profitable to them, as well as from the fact that they would at 
any rate hardly openly oppose such a great economic benefit to 
the country as a whole, even though it were somewhat detri- 
mental to their individual interests, it may be worth while to 
indicate what the effect of such a system would probably be on 
the business of the foreign bankers. There is every reason to- 
believe that, although there would be loss from a fixed exchange,, 
there would be. enough increased business in the nature of loans- 
and discounts to offset this loss. In India it is stated that, 
although the profits from exchange business have fallen off since 
the stability of exchange has been practically secured, the: 
bankers have increased quite decidedly their loans. In Japan 
it is stated by one of the great bankers that since the introduc- 
tion of the gold standard there their profits have, on the whole,, 
doubled in that country. It is scarcely to be expected that so- 
great a benefit could come to bankers in China, on account of 
the different methods of doing business. Still it is probable 
that within a few years a considerable increase of gains over 
losses would be secured. In Mexico some of the largest 
exchange bankers, whose profits for the last few years from 
exchange have been very large, are ready to take the risk of 
their loss because of the certainty of new foreign investments, 
for which they might readily become the agents. Moreover, in 
the case of foreign investments the banks would naturally 
become the agents and organisers of business enterprises, etc.,. 
to a degree which would bring them large profits. From all these 
sources and from others which will readily occur to the banker,, 
the far-sighted banker would be certain that in the long run,, 
not only the country as a whole, but also his bank, would 
gain. 



4- — Need of Export Assistance. 

Inasmuch as China has few, if any, men who have been 
thoroughly trained in the organisation and management of 
monetary systems on the European or American plan, in order 
to secure the sound management of any new system, it would 
seem best that foreign experts be placed in charge of the mints, 
and be given a general supervision of the monetary system as 
a whole. Of course by far the largest part of the work would 
be done by Chinese, and the foreigners would hold their 
positions as appointees of the Chinese Government, but it would 
be absolutely necessary, in order to secure the requisite skill 
and confidence in success, that they be given a large measure of 
discretion in management, at least for the first few years. 

In order to avoid so far as possible international jealousy, 
it would doubtless be wise for the few foreigners who would be 
needed to organise and manage the system at first to be selected 
from different nationalities; but it would also doubtless be best 
for China, as well as for the success of the system, that they be 
not in any way representatives of their governments. Foreigners 
appointed should be experts of such standing that they would 
have the confidence of business men, both Chinese and foreign, 
and of all the governments. As Chinese appointees they 
should see to it that the interests of China are fully cared for 
and protected, and to this end, of course, they should give 
every degree of publicity to the way in which their work is 
carried on. It has even been suggested as a wise plan that the 
Controller of the Currency should not merely make monthly 
reports in detail of the condition of the currency, including 
amounts in circulation, loans, drafts on foreign credits, and 
other matters such as are usually published by European 
governments; but, further, that the Chinese Government should 
voluntarily open the Controller's accounts at reasonable times 
to inspection by accredited representatives of the powers 
interested in the indemnity. These accounts would be only 
those usually published and would not be those of the fiscal 
system in general, but only those connected with the monetary 
system. Of course no power would have any right to make 
such a demand, but inasmuch as the success of the system 
depends upon public confidence, the Chinese Government could 
perhaps in no other way so easily and so wisely secure confidence 
as by voluntarily giving this right of inspection to the po wers. 
China might well also be willing that they should make any 
suggestions and recommendations regarding the management 
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of the system which they saw fit, although, of course, the 
foreign experts in charge of the system and the Chinese Govern- 
ment itself should not be placed under the slightest obligation 
to follow such suggestions. 

It is clear, of course, that the monetary system as such 
should be kept entirely separate from the fiscal system. The 
income of the state from taxes of various kinds should be kept 
entirely separate from the income in connection with the 
seigniorage of the monetary system, and the expenses of the 
state in every way excepting those in connection with the 
monetary system would also be kept apart, so that, while the 
details of the monetary system should be made public, these 
would in no way give any person information regarding the 
fiscal system of the country beyond that which would normally 
be secured in other ways. 

It is believed that while a reasonable degree of foreign 
assistance must be secured by China in order to make the 
success of the new monetary system secure, it would be very 
unwise for the foreign governments as such to take any part in 
the matter or to take any supervision over the system beyond the 
inspection which might be offered by the Chinese Government 
itself. The governments would, beyond any question, find it 
extremely difficult, if not even absolutely impossible, to work 
in harmony in connection with a matter so important and so 
complicated as that of a monetary system. 



5. — Outline of System. 

While the details of the management of a monetary system 
must be determined in part as the system itself developes, the 
fundamental principles of such a system must, of course, be 
laid down in advance. Whether the monetary system of China 
should be begun at once with all the coins on a fixed parity 
with gold, or whether, as has been recommended by a minority 
of the commissioners who have discussed the plan of a system, 
silver coins to circulate at their bullion value, should first 
be introduced and afterwards be placed on a parity with gold, 
the opinion is unanimous that when the system is completed 
all the coins should be maintained at a parity with gold. In 
such a system there must be adopted by the Chinese Govern- 
ment a standard unit of value. This should consist of a fixed 
number of grains of gold of a fixed degree of fineness, so that its 
nature cannot be questioned. How large this standard unit should 
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be, is a matter to be determined in the interests of China herself. 
The chief purpose of establishing a gold unit as a standard is to 
facilitate trade, and that largely with foreign countries. In 
consequence the unit should be of such a nature that it will 
render the keeping of accounts in trade matters as simple as 
possible. If the different nations with which China trades had 
the same unit, it would probably be wise for China to adopt 
that unit. Inasmuch, however, as the monetary units of Great 
Britain, France, the United States, Russia, Japan and Germany, 
are all different, there is no one which would give absolute 
harmony. The next point of union with these monetary 
systems seems to be for China to adopt as a unit one that is some- 
what closely related in value to the American fifty cents, the 
English two shillings, the Japanese yen, the Russian rouble, 
the French two-and-a-half francs, and the German two marks. 
If China is to adopt any one of these, it would seem natural 
that she should choose one of a country with which her relations 
are close and with which her trade is large and increasing. 

Many nations, however, in order to emphasize their own 
separate sovereignty, in part, and, in part, in order to check 
the circulation of foreign coins of equal weight in their own 
country, have thought it desirable to establish their monetary 
unit at a weight slightly different from that of other countries. 
The countries of the Latin Union, of course, form an exception 
to this rule. If China were to adopt a similar plan, she might, 
while adopting a unit not exactly the same as any of those 
suggested, still select one that is nearly allied to the values 
already suggested, so that in ordinary retail dealings there 
would be convenience of reckoning. In the larger transactions 
■owing to exchange conditions, there must always be slight 
fluctuations in rates of exchange with gold, a circumstance 
which makes somewhat complex book-keeping, so that a 
•slight variation of the unit from any of the standards mentioned 
-would be of relatively slight importance. 

It is not at all necessary that this standard gold unit of 
value be coined at all. It might be uncoined, like the Japanese 
one yen piece, or there might be no coinage whatever of either 
this unit or any of its multiples, as is the case, for example, in 
the Philippines with their standard gold peso. So long as the 
unit is legally fixed and so long as the government will 
maintain the minor coins at a parity with this quantity of gold, 
it is not essential that the coins be provided. 

It is probably desirable, however, that, while primarily 
China should maintain as its chief circulating medium silver and 
copper coins at parity with gold, there should be also some 
coinage of gold. It is possible that in the course of time the 
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price of silver might rise so that there would be the possibility 
of the silver coins becoming more valuable than the gold.. 
Under those circumstances a check would be given to this 
tendency if provision were made for the free coinage of suitable 
pieces of gold, presumably multiples of the standard unit, five, 
ten, and twenty, such coins to be furnished on demand 
either with or without a reasonable coinage charge- 
Under ordinary circumstances, of course, there would 
be no demand whatever for these coins, inasmuch as silver 
would be more acceptable to the people, more in 
accordance with the conditions of the country, and more 
profitable to the government. It might be well, however, 
eventually, in order to secure the effect on the feelings of the 
people which an occasional use of gold coins might give, for 
the government to coin some gold on governmental account, 
and from time to time and as suitable occasion offers to pay out 
some of these coins in the meeting of government obligations. 

Owing to the economic condition of China, it is of course 
desirable that the chief money of circulation be composed of 
silver and copper. In a country where wages are often not 
more than seven or eight dollars a month in American money, 
and where they are sometimes not more than from two to five 
dollars a month, and where naturally the standard of living must 
be on the same scale, it is evident that there would be very little 
use for gold coins among the Chinese people. The one kind of 
coin that is really current pretty generally throughout China is 
the copper cash. This may be said to be the coin that has been 
developed to meet the needs of the people in their daily 
intercourse. In larger transactions they may use silver by 
weight or in some' places in coins. When one reflects that 
these copper coins which have been developed to meet 
business conditions are worth each in the neighbourhood of one- 
twentieth of an American cent, one realises how minute the 
transactions may be. The current coins, then, must be silver or 
copper. The coin which shall represent the unit of value, of 
course, will be silver, although it will have a fixed gold value. 
These silver coins which should be maintained at par with the 
gold unit, should be given, of course, an appropriate device 
.suitable to China, . and should presumably, for convenience, be 
about the size of the Mexican dollar. 

It has been urged by some that a better coin would 
contain about the quantity of silver contained in the Haikwan 
tael, which is nearly one-half larger than the Mexican dollar. 
Inasmuch as the Chinese are accustomed to reckoning in taels 
in most sections of the country, it would doubtless be a 
convenient unit so far as the customs of the people 
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are concerned. The chief objection, naturally, is that the 
coin is too large for convenient use. It would be generally 
agreed that the Mexican dollar is about as large a coin as 
can be most conveniently handled in ordinary business dealings. 
There is no special reason why one name should be given 
to this coin rather than another, and it might equally 
well be called tael as dollar. Of course whatever name were 
given to the unit, its relative value to the Haikwan tael and ta 
the Mexican dollar would be fixed by law. The value would 
be determined somewhat arbitrarily by the gold unit which was 
adopted, but it is desirable that the bullion value of the coin be 
somewhat, perhaps ten or fifteen per cent less than the parity 
value. Besides this silver coin, which shall have the name of 
the standard gold unit and which shall be the chief monetary 
unit in circulation, there should be coined, of course, subsidiary 
and minor coins of suitable weight and value, presumably 
halves, quarters, fifths, tenths, twentieths, fiftieths, and hund- 
redths of the monetary unit, at least, and in all probability coins 
of still less value, perhaps even as small as a thousandth part of 
the unit. Probably it would be well to have the larger minor 
silver coins proportional in weight to the standard, although as 
they are less in value the danger of counterfeiting or of melting 
would not be so great provided they were made even a little 
lighter. The minor coins of the lower denominations, made of 
nickel and copper, might be made of such a value as metal as 
to yield a large profit as seigniorage to the government. 



6. — Maintenance of Parity with Gold. 

Perhaps the most difficult, as well as the most important,, 
question in connection with the new monetary system is that 
of maintaining the parity of these silver, nickel, and copper 
coins with gold. According to the best reports that can be 
secured, during the last twenty years the silver coins have fallen 
in their relations to gold some fifty per cent. The copper coins 
have likewise depreciated, although to a much less degree, the 
estimate heing about-32 or -3 3 -per cent. 

In practically all civilised countries the fractional coins of 
copper and nickel are maintained at a parity with the monetary 
unit only by the limitation of their coinage and their 
acceptance by the government. They are usually of a very 
light weight as compared with their value, so that there is no- 
temptation to melt them down. Their value being small, it 
would ordinarily not pay any one to counterfeit them, as the 
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profit would be very small unless expensive machinery were 
employed and this would be likely to lead to detection. It is 
comparatively easy for the government, by noting business 
conditions and meeting requests from business men and bankers, 
to supply the needs of the country for these coins reasonably 
well without special danger of overissue so that the coins would 
depreciate in value. 

The conditions, however, are quite different regard- 
ing the silver coins, especially those of the larger denomina- 
tions. These naturally, in a country like China, become 
the means of making payments in all larger transactions, 
and are used not merely as a medium of exchange, as are 
fractional coins, but to a very much greater extent than the 
small coins they are used, especially in countries like India 
-and China, as a means of storing values for a considerable 
length of time when exchanges are not demanded. Inasmuch 
also as these silver coins represent the unit, and should probably 
be made legal tender for unlimited amounts, while fractional 
coins are made legal tender for only very small amounts, they 
will come to represent in the minds of the people the standard by 
which values are measured more than will any of the other 

-coins. The methods to be adopted are, of course, in part the 
same, but further steps may also need to be taken. 

The principal measures to be recommended are the 

"following: 

i.— The amount of coinage should be strictly limited and 
kept entirely within governmental control. In the case of the 
fractional coins, it has been said that this measure alone is 
sufficient to maintain the parity. It is probable, likewise, that 
in the case of the larger silver coins a strict limitation of the 
quantity issued to the proper demands of business would be, on 
the whole, the most efficient and the most important of the 
means for maintaining the parity. There is in every country a 
certain amount of money work to be done by each class of 
money. There are a certain number of payments to be made in 
effecting exchanges. Some payments are for small amounts, 
which demand a supply of copper cash. All the larger trans- 
actions will demand either the unit coin or multiples of the 
unit for their payment, although, of course, a great saving of 
the metal coins is made by the use of bank notes, checks, bills 

-of exchange, book accounts and other common devices. If the 
amount of coins issued should be at all beyond the business 
needs of the country, so that there is not a constant and steady 

•demand for practically every coin in circulation, there will be a 
tendency for the value to depreciate, until eventually, if the 

.-supply increases, the value will fall until it reaches the value of 
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the bullion contained in the coin. A strict limitation, then, of 
the supply by the government to the needs of business is to be 
considered the first and most important method of maintaining 
the parity. 

2. — As the value of the coin is to be determined by the 
relations of the demand to the supply, it is of almost equal 
consequence that the government itself establish a normal steady 
demand, and by its own readiness to receive the coins for pay- 
ments due to the government manifest openly and indisputably 
its confidence in the value of the coin. The second measure to 
be employed, then, is that the government agree to accept the 
coins at their full parity value in payment of all obligations due 
to it. How large a demand this may create as compared with 
the demands of private business will vary, of course, largely in 
each separate country. It is probably true that in many coun- 
tries the demand of the government in the course of the year 
equals twenty-five per cent of the entire amount required to 
satisfy the needs of business. In some countries even, where 
business is comparatively slack and where the system of barter 
is somewhat extensive, the proportion might be much larger, 
whereas in other countries it might well be less. Even this 
demand, however, is seen to be so large that this method, in 
connection with the first, would, in most countries where the 
people had confidence in the integrity of the government, be 
sufficient to maintain the parity of the coins with gold without 
any further steps. 

3. — It is usual, however, to make the silver coins, especially 
in countries where silver coins are the ones most common in 
circulation, legal tender in the payment of private as well as of 
public debts. The small subsidiary coins would naturally be 
legal tender for only a small amount, say ten dollars, the silver 
unit, however, would be legal tender for any amount. This still 
more, of course, strengthens the sources of demand which tend 
to maintain the value. 

4. — The further means which is usually advocated, and by 
many believed to be the only sure means of maintaining the 
parity, is that the government agree to redeem the silver coins 
by the payment of gold, practically on demand. With certain 
important qualifications this general statement may be accepted. 
It is not, however, necessary that the redemption always be 
made on the spot and in gold coins. The method of redemption 
will, of necessity, depend upon the business customs of the 
country in question. 

In a country like China where the ordinary medium of 
circulation is silver, there is no business need whatever for gold 
money, to be used within the country itself. If gold is required 
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for purposes of manufacturing jewelry or other similar needs, 
this is not a question which concerns the monetary system or, 
generally, the needs of business. Jewellers needing gold for 
any such purpose should supply their own wants as much as 
the manufacturers of steel tools should provide their raw 
materials without depending on the government. The legiti- 
mate business demand in connection with the currency 
which calls for gold is a demand only for the purpose 
of making payments abroad in a gold standard country. For 
this purpose not gold within the country itself is needed, but 
rather a gold credit in the country or countries in which the 
payment must be made. If a merchant in Shanghai, with a 
gold obligation to be met in London, comes to a bank for the 
means of paying his debt, he does not wish gold to ship ; he 
wishes rather an order for the payment of gold in London. For 
the satisfaction of all proper business needs, therefore, in con- 
nection with the monetary system, it would be sufficient on all 
occasions if the Chinese Government were to keep a gold credit 
in Europe against which it could sell bills of exchange when- 
ever a legitimate demand came from business men for this 
purpose. This is practically the plan that has been followed 
by Holland for the past thirty years, and it is the plan which, 
at length, British India, after several years of effort in that 
direction, has adopted. In Holland, for example, the national 
bank, which acts as the government agent in the regulation of 
the currency, does not agree to pay out gold on demand to all 
who present silver or bank-notes. The silver gulden in Holland 
is not redeemable in gold. On the other hand, the government 
has for many years declared itself ready to give gold in ex- 
change for silver gulden or other money of the country, pro- 
vided that gold were needed for the purpose of paying 
obligations due abroad. This qualified redemption alone, a 
redemption which is comparatively seldom called for, taken 
together with the government control of coinage and the high 
credit of the Dutch Government, has been sufficient to maintain 
the parity of the silver coins during a long period of years, even 
in times of commercial pressure. 

In order to maintain the parity, however, it is not necessary 
that the government hold itself ready to meet all demands for 
gold for export purposes or for the payment of foreign obliga- 
tions. Without endangering the parity of the coins in all 
internal transactions and without in any way injuring the 
business of the country, it would be sufficient if the Chinese 
Government were to put its gold reserve at the service of 
business men, not in the first instance at any time that the 
demand is made (Why should the government enter into 
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competition with the banks?); but only after the banks and 
other financiers had been unable to meet the ordinary demands 
for gold payments abroad, as would be shown by the increase 
in the rates charged, in the local money, for foreign bills of 
exchange. 

Whenever it becomes necessary for a country to meet 
the obligations which it owes abroad, it is usual for those 
obligations in the last resort to be met by the goods that on the 
whole can be shipped the cheapest. If there is a large supply 
of money in a country whose credit is unquestioned, it 
may well be that the gold supply in that country will be 
so large that it will be cheaper to ship gold abroad to settle 
balances due than to force down the prices of some other product 
in order to make that the most available commodity for ship- 
ment. Whether the money metal in a country is the one 
commodity that can most readily be" spared to meet the balance 
of payments due will depend to a considerable extent upon the 
quantity of money in circulation as compared with the needs of 
business. If money is really scarce in the country and is a 
metal money, it is probable that its value will be so great in 
terms of goods, that is, in other words, the price of goods in 
terms of money will be so low, that the goods will be shipped 
abroad rather than the money itself. If, on the other hand, 
either through the slackness of trade or through an excessive 
coinage, the supply of gold money becomes large in comparison 
with the demand for its use within the country, prices of 
goods rise, the rate of interest falls, people can more readily 
get gold than goods, the rates of exchange in terms of the 
local money rise, and money is more readily shipped for the 
payment of obligations or for investment. If a money which is 
not gold, but silver or paper, is used, and becomes excessive, 
prices of gold bills of exchange in terms of the silver or paper 
money will rise as do the prices of other goods, and gold 
will be exported. 

In a country like China, therefore, it would be sufficient if 
the government were to announce that it would under ordinary 
circumstances, expect the bankers and other business men to 
supply the needs of those who require gold or silver for the 
payment of obligations abroad, and that it would meet such 
demands only when, owing to the strong demand, the rates for 
gold had risen considerably above the normal. If the 
government would agree that whenever the rates of exchange 
on E.urope reached a high price above the parity it would sell 
bills of exchange against its gold reserve in Europe for silver 
coins or other equivalent paid in, it would find its reserve called 
upon only when the silver currency had become for the time 
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being redundant, either on account of the slackened demands 
brought about by lessened trade or on account of excessive 
coinage. If, for example, the usual banking rate on London 
were about one of the new coins for two shillings, the 
government might sell exchange if the rate rose to 1.02 for two- 
shillings. If, when money were paid in, in exchange for the 
foreign bills of exchange, that money were not reissued, but 
were held in the treasury, a scarcity of currency would thus 
be brought about which would soon make it more profitable 
to ship other goods to meet obligations rather than to take 
from the channels of trade the money which had thus acquired 
an added value. 

When, on the other hand, owing to a stoppage in the 
coinage or to an increase in the demands for the coins from 
an increase in business, they became relatively scarce, it 
might well be that business men would find it advisable to pay 
gold either into the treasury of the Chinese Government at home 
• or more likely to the agents of the Chinese Government in Europe 
or America, and to receive in return those silver coins in China 
to meet their obligations there, or to use them for the purchase 
of goods in the interior. By this means we should obtain in 
China a currency which would be elastic so as to meet the 
fluctuating demands of trade, and at the same time the govern- 
ment would find itself free from all obligations except those 
imposed upon it by unusual circumstances which rarely come, 
[cf. p. 37.] 

If the gold reserve were maintained, especially for the 
purpose of maintaining the parity, as indicated above, and if, 
under ordinary circumstances, the banks were to meet the usual 
commercial needs, it would seem that the reserve fund need not 
be especially burdensome in quantity. In India, with its circula- 
tion in round numbers of perhaps 1,800,000,000 rupees, or 
£120,000,000, it has, been found that a gold reserve of 
considerably less than £10,000,000, or eight and one-third per 
cent of the monetary circulation, is ample to meet all the 
needs of business for gold export purposes. Even if, for a 
considerable period of time, imports of goods were considerably 
larger than exports, so that the tendency would be toward a 
strong demand for gold for export, it is scarcely conceivable 
that a contraction of the currency of say 18 or 20 per cent 
would not be sufficient to overcome this tendency and force 
the prices of some other goods so low that they would be 
substituted instead of gold as a means for meeting foreign 
obligations. 

Owing likewise to the unlikelihood of a gold reserve 
held abroad for such purposes being frequently called upon, it 
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would doubtless be comparatively easy for any country desiring 
to maintain such a reserve to secure on relatively easy terms 
gold credits against which it could draw to large amounts if 
necessary. Such obligations, of course, could not be unlimited 
as regards quantity, but they might be ample ; they could not 
be unlimited perhaps as regards time, but could be renewable; 
and as soon as a comparatively short experience of a few years 
had shown the wisdom of the management of the system in 
China, both the need of such a reserve and the difficulty of 
securing it would be very much lessened. 

There seems no reason to doubt that by the means indicated 
the parity of silver coins in China can be maintained absolutely, 
so far as all local transactions are concerned. The fact that 
a rate of exchange should be charged for bills sold on a gold 
reserve placed in foreign countries would not affect the local 
conditions, even though at times that rate should be quite high. 

If, however, for the sake of argument, we should grant that 
under the pressure of abnormal conditions the parity might 
temporarily fall by a small amount, one or two per cent, even 
then conditions would be vastly better than they have been for 
the last few years, or than they could be even with a uniform 
silver coin whose value fluctuated with the value of the 
metal. This is another reason to be kept in mind why under 
any circumstances a determined effort should be made to place 
the new silver coins on a parity with gold from the beginning 
and maintain them there. 



7. — The Establishment of a Gold Reserve. 

It is extremely desirable, in order to maintain the con- 
fidence of business men in the new monetary system, that 
practically at the beginning of the work provision be made for 
the accumulation of a gold reserve which will be sufficient at all 
times to maintain the parity of the new coins beyond question. 
How may this gold reserve be accumulated? 

1. — If the price of silver were to remain about where it is 
at present, and the gold unit were made substantially equal in 
value to the one recommended, that is, to the American fifty 
cents, the English two shillings, the Japanese yen, the Russian 
rouble, etc., there would be a profit from seigniorage of some 
eight to twelve per cent on silver coins As regards the minor 
coins, especially those of copper and nickel, the seigniorage 
profit would be very much larger. Beyond question practically 
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all of this seigniorage should be used from the beginning for 
the purchase of gold to be used as a reserve. 

2. — It has already been suggested that the nations inter- 
ested in the war indemnity might well afford to make some con- 
cessions to China provided she were to establish a new monetary 
system which would give a fixed par to exchange in business 
dealings. If they were to make the concession which has been 
proposed, z>., the acceptance from China for a period of years of 
their shares in the indemnity on a silver basis, reserving 
the right to call for the difference between that and payments 
on a gold basis at a later period, a considerable saving would 
be made for China so long as the price of silver does not go 
materially above its present rate. It would seem entirely 
proper for the governments, if such a concession were made, to 
insist upon it that this saving be used directly for the establish- 
ment of a new monetary system; in good part at least for the 
establishment of a gold reserve. 

3. — In all probability, however, if the plan is carried 
through promptly for the most important parts of China, it 
will be desirable for China to make a- loan of considerable 
size. To that end it will be necessaiy, of course, for the 
government to pledge specific revenues. Either new sources 
must be found which can be devoted to this end, or some of the 
present revenues must become more productive. Persons most 
familiar with the financial situation of China are of the opinion 
that a more rigid businesslike management of present sources 
of revenue would result in a considerable increase, and are 
also of the opinion that it is by no means impossible to find 
new sources of revenue which will prove sufficiently productive. 
It is thought that the people are not taxed to any very burden- 
some extent, and there is reason to believe that a loan raised 
for this purpose would soon result in so great an increase in 
the prosperity of the country that its burden would not' be felt 
at all, as was the case with the loan of Egypt a few years ago 
which so improved the irrigation system. 

It should be borne in mind also that a gold reserve secured 
thus by a loan would be kept on deposit in Europe and 
America, and would doubtless be seldom drawn against. The 
interest that would thus be paid to China on current balances 
would very materially reduce the expense of the loan. 

Furthermore, inasmuch as the loan is not to be employed 
for ordinary uses, but is only to be drawn against on uncommon 
occasions, it would suffice, if, instead of a very large gold 
loan, part of the sum necessary should be simply in the form of 
a gold credit which might be drawn upon. This gold credit, 
which would be merely a right to draw for a specific maximum 
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sum, a right which would seldom, if ever, be used, could probably 
be secured at a comparatively slight expense, provided there 
were reasonable confidence in the management of the monetary 
system. 

4. — After the reserve had once been established in Europe 
and America, provisions should be made for its replenishment in 
case of drafts being made upon it, by an agreement of the 
Controller of the Currency in China to honor silver drafts drawn 
against the Chinese Government by its agents abroad in exchange 
for gold deposited in the fund. The rates should, of course, be 
fixed by the conditions at the time, and to the Controller 
should be given discretion, within certain limits at least, 
in fixing the rate. In this way a crisis of even a considerable 
length could beyond doubt be safely tided over, provided the 
system itself in China were managed intelligently and firmly. 

The government might also, following the example of 
Japan, buy in China gold bills of exchange on Europe and 
later collect the gold there for its reserve. 

5. — If the Chinese Government could open and work some 
of the gold mines which the country is, said to contain, it is 
quite possible that within a few years a good supply could be 
secured from this source. 



8. — Bank Notes. 

As soon as practicable, if not even from the very beginning, 
some provision should be made for the issue of bank-notes 
payable in the new currency, to be issued and managed in 
accordance with conservative banking principles. A proper 
bank-note system, whether issued by a single bank or a system 
of banks, under proper organisation and control, would give the 
needed elasticity to the system, by which the amount of cur- 
rency would practically automatically increase and decrease in 
accordance with the needs of business. 

Such a system would do very much to protect the gold 
reserve. At a time of an increase in the demand for money, 
either for moving the crops or other temporary purposes, unless 
there were some bank-note system established, there would be 
naturally a large issue of the new silver coins. When this extra- 
ordinary demand fell off, the silver coins might easily be to a 
considerable extent excessive, and thus the rate of exchange 
would naturally rise and the coins would be paid in for bills of 
exchange drr.wn against the gold reserve. If, on the other 
hand, a proper bank-note system were established, the increased 
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demands for money would be met by the increased issue of 
notes, and a shrinkage in the demand would result in the 
paying in of these notes, and in the consequent reduction of the 
monetary circulation without danger of a corresponding demand 
upon the gold reserve. 

In the next place the bank-note system would take its 
part in the supply of the monetary needs of the country at a 
less cost than would the otherwise larger coinage of silver; 
always provided, of course, that the bank-note system is 
established on sound principles. 

Of a nature somewhat different is another advantage 
which, nevertheless, ought not to be over-looked; that is, the 
advantage which would come from interesting bankers in the 
monetary system of the government, and getting their counsel 
and support in the proper management of the system. 

It is the opinion of many of the best authorities that a 
proper bank-note system could be best secured through the 
establishment of one imperial bank which should have the 
monopoly of bank-note issue, as is the case in Japan, France 
and elsewhere. Such a bank, if established, would naturally 
become the chief fiscal agent of the government in connection 
with its loans and its general financial administration. 

Of course the minor points in the establishment of a 
monetary system for any country, such as the amount of coin 
that is to be issued before the system is put into effect, the 
exact time for the introduction of the system, the rapidity of its 
extension, the places in which the gold reserve or gold credit 
shall be kept, the size of the loan necessary, etc., must be 
settled on the spot by persons who are entrusted with the 
onerous duties of putting the system into effect and of its 
administration. It is possible and proper in this place only to 
indicate in a few lines the nature of the system and the general 
principles on which it can be and ought to be established. 



9. — Work already Done. 

It was felt by the Commission on International Exchange 
that the first essential step in giving to the Chinese Empire a 
sound currency was to present the subject to the leading powers 
having commercial and financial interests in the Orient, with 
the object of bringing into a clear light the advantages of the 
proposed measure, demonstrating to those powers the impartial 
motives of the United States, and securing their approval of the 
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general project and of the initiative of the American Govern- 
ment. 

While many other steps will be required before the gold 
standard can be in actual operation throughout the length and 
breadth of the Chinese Empire, it was felt that the one step 
absolutely vital to the inauguration of the system was that 
approval of the principle should be first secured. In this 
fundamental matter the American Commission has been com- 
pletely successful. Approval of the principle of a national 
gold-currency system for China has been given by Great 
Britain, France, the Netherlands, Germany, Japan and Russia 
with a completeness which has removed the first great obstacle 
to bringing the monetary system of the Chinese Empire into 
harmony with that of other commercial states. 

The representatives of all of the powers consulted, as has 
already been stated, accepted in a general way as desirable and 
practicable the suggestions made by the Commission of the 
United States. The character of these approvals warrants the 
statement that the work of the Commission up to this time has 
been entirely successful. Differences of opinion in regard to 
details were, naturally encountered at different capitals, but they 
were overcome in many cases by mutual discussion and 
comparison of views. The form in which the ultimate opinions 
of the commissions were expressed also differed. In Great 
Britain and Germany there was an agreement upon certain 
principles, which was signed mutually by the representatives of 
the countries engaged in the conference. The views of the 
delegates of the Netherlands and of France were expressed in 
reports discussing at considerable length the points submitted 
by the American and Mexican Commissions and expressing 
judgment upon them. In Russia a formal statement of views 
was prepared by the Russian commissioners, which was not 
mutually signed, but was transmitted by the Russian Commission 
to the Mexican and American Commissions as a formal 
expression of the views of the Russian Government. In Japan 
likewise the representatives of Japan expressed their unanimous 
conclusions in a series of statements which were in practical 
accord with the American position. 

Upon the soundness of the general proposition laid down 
by the Mexican and American Commissions, that the adoption 
of a gold-exchange standard in the present silver-using countries 
would greatly contribute to their economic progress, there was 
universal agreement at every European capital where the 
subject was presented. There was agreement upon the principle 
that such a system must involve the continued large use of 
silver coins, in order to conform to long-established customs 
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and existing scales of value, but that free coinage of silver 
should be suspended and the determination of the quantity of 
the coins taken under the control of the state, in order that 
measures might be promptly taken to give them a fixed 
relation with gold. 

Upon the subject of the introduction of a uniform gold- 
standard system into China there was unanimous agreement that 
such a system would be desirable and advantageous both to 
China and to the gold-standard countries which have large 
commercial dealings with her. Upon the question, however, 
whether the gold standard should be established at the 
beginning or should come after the introduction of a uniform 
national currency upon the silver basis, there was some difference 
of opinion. The British resolutions declared that the national 
currency of China should consist of silver coins made full legal 
tender throughout the Empire and that "as soon as practicable 
steps should be taken for the establishment in China of a fixed 
relation between the silver unit and gold." It was explained 
that if it were possible as a practical matter to start with the 
silver coins on a gold basis that plan would be best. It was, 
however, not thought practicable. The Russian resolutions 
recited some of the difficulties of beginning upon a gold basis, 
and declared that the American plan " would have our approval 
if it were so amended as to mean a national silver currency 
issued on Government account, which should be given as soon 
as practicable a fixed parity with gold." This is practically the 
same as the English expression, except that it favors coinage 
only on Government account. The report of the Netherlands 
Commission strongly favored a gold parity from the beginning 
and declared this to be the only practicable method of obtaining 
the benefits of a fixed exchange; but it was pointed out that 
care and intelligence would be required in the administration 
of such a system. The German resolutions declared against 
free coinage of the silver coins and asserted that the Chinese 
Government should "take at the beginning of the reform all 
those steps which would allow her an influence on the 'rate of 
foreign exchange." The French report also favored the system 
suggested by the Commissions of Mexico and the United States. 
The Japanese report looks forward to a gold 'system in the 
future, after the model of that of Japan but declares that "in 
view of the present condition of China, it is too much to expect 
that the currency reform can be started at once on a perfect 
system; and as it is considered highly disadvantageous to delay 
the said reform on that account, it is advisable to adopt the 
suggestions of the American Commission as a matter of ex- 
pediency." They add that "the utmost skill and care are 
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needed to overcome the great difficulties which necessarily 
accompany the operation of the system." 

Thus, upon the part of six powers — Germany, France, the 
Netherlands, Mexico, Japan and the United States — there was 
agreement that the best method was to begin the issue of the 
new currency at a fixed parity with gold, while upon the part of 
Great Britain and Russia there was a disposition to favor begin- 
ning on a silver basis with the view of first supplying the country 
with a uniform currency and then giving it within a short 
interval a fixed gold value. 

Upon the subject of adopting the relatively uniform ratio 
of about 32 to I in the currency systems to be established in 
the Orient by those countries and dependencies which are 
• considering a change in their existing systems, there was 
agreement in all countries except Russia. In Russia the 
wisdom of a ratio which would prevent the exportation of the 
coins by the rise in the price of silver was admitted, but it was 
deemed best to make the reservation that each country should 
determine its own ratio according to its monetary needs and 
economic conditions. Even in Russia, however, indorsement 
was given to the ratio of 32 to 1 for China as corresponding to 
actual economic conditions. 

Upon the proposal that there would be advantages in 
making the purchases of silver actually required by each 
government for its coinage purposes with as much regularity as 
possible, there was agreement at each capital where the subject 
was considered except in France, where objection was made to 
the adoption of any definite official policy on the subject. 
Doubt was expressed in some cases as to whether actual 
requirements could always be determined with regularity, but 
the principle was declared to be sound, that regularity of 
purchases would be beneficial alike to the silver market and 
the stability of international exchange. 

Still another subject was dealt with by the French and 
German Commissions without solicitation by the Commission 
of the United States. This was the internal tax levied 
upon manufactured articles of silver. The French tax upon 
such articles is high, amounting to about 30 per cent of the 
value of the silver at its present price, and imposes serious 
restrictions upon the use of such articles in France. It was 
suggested by the French delegates themselves, therefore, that 
the abolition or reduction of this tax would be advantageous 
and that they would recommend it to their Government. A 
similar declaration was made by the German Commission. The 
text of the resolutions and reports adopted in each country will 
be found in an appendix to the complete report ofthe Commission. 
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The German resolutions recited the fundamental principle, 
embodied in the original notes of China and Mexico addressed 
to the United States, that it was not sought to effect a change 
in the monetary system of the gold-standard countries, and 
that the establishment of international bimetallism was " neither 
intended nor considered practicable." This declaration, it is 
needless to say, had the cordial approval of the Mexican 
and American Commissions. 



10. — The Continuance of the Work. 

The securing of the formal approval of the representatives 
of the leading European powers and of Japan to the principle of 
the prompt establishment of a uniform monetary system for 
China, placed on a gold basis, either at once or at the earliest 
practicable moment, marks the first necessary step, though only 
one step, toward the accomplishment of the work of the 
Commission, as indicated in the notes of Mexico and China 
in presenting the subject to the Government of the United 
States. 

A project of law is already in course of preparation in 
Mexico which contemplates the adoption of the gold-exchange 
standard, and which will probably be enacted at the present 
session of the Mexican Congress. 

Owing to the conditions in China, which have already been 
discussed, the adoption of a sound monetary system in that 
country is a much more difficult matter. At the suggestion of 
representatives of the Chinese Government one member of the 
American Commission is in China to present formally to the 
Imperial Government the results of the work accomplished in 
Europe by the Mexican and American Commissions. The 
United States is already in a position to state that no obstacle 
will be placed in China's way by any of the European powers, 
or by Japan, and that in many ways she may count on their 
hearty cooperation. 

The commissioner will be glad to cooperate with the 
Chinese Government in formulating the details of a suitable 
gold-exchange system and in presenting the matter to native 
and foreign business men and officials and in urging it where- 
ever such work can be of assistance. 

The notes of the Governments of Mexico and China 
contemplated also the extension of the fixed exchange 
system in some practicable form to the other silver-using 
countries of the world. Peru has already taken action 
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-of her own volition, and the Straits Settlements with the 
Federated Malay States and French Indo-China have taken 
first steps toward securing this fixed parity of exchange. When 
China succeeds in carrying out her plans, the English colony of 
Hongkong and the German colony of Kiao Chau will doubtless 
■employ either the system adopted by China or one closely related 
to it. With the new system successfully inaugurated in the 
near future in Mexico and in preparation by China, the path 
will be opened for the presentation of the project by the 
American Commission to the friendly republics of Latin 
America and for widening the opportunities there for the 
extension of American trade. 

The work has been begun successfully, even beyond the 
anticipations formed by the Commission at the outset. The 
study of the subject has brought into clear light the great 
difficulties of the task, but it has made still more evident the 
great benefits that are to come both to the silver countries and 
to Europe and the United States from the success of the move- 
ment when it is finally assured. 

The friendly petition of China to the United States has 
been a natural result of the cordial relations between the two 
powers growing out of the enlightened attitude of our Govern- 
ment, and has afforded the means of demonstrating anew the 
desire of the United States to promote the true economic 
interests of China, in the belief that those interests are identical 
with those of America and of all other powers seeking legiti- 
mate commercial opportunities in the Orient. 
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V. The Balance of Trade as a Factor 

in the Establishment of a Gold 

Exchange Standard. 



I. — In their discussions on the establishment of a gold- 
exchange standard in the Straits Settlements, China, Siam and 
elsewhere, a number of bankers and other business men have- 
expressed the opinion that the balance of trade of those colonies 
is a most important factor in the question. It has even 
been stated that it would probably be impossible for China to- 
establish such a monetary system on account of the asserted,, 
notfully established fact that the balance of trade is heavily 
against her. It seems, therefore, of consequence that this, 
question be examined with some care before active steps are- 
taken for the establishment of a new system in any silver 
standard country. 

2. — From the days when the mercantilist doctrine in political 
economy was dominant business men have spoken of 
a favorable and of an unfavorable balance of trade. The balance 
is considered favorable when the exports of commodities for a 
time apparently exceed in value the imports of commodities, 
and the balance of trade is considered unfavorable when the 
conditions are the opposite. The reason for these expressions 
primarily was the fact that silver and gold were considered 
commodities of peculiar importance to the prosperity of a 
country. The importation of the precious metals was looked 
upon under all circumstances as a decided benefit and their 
export as a more or less severe misfortune. Of course, the truth 
of the matter is that in some way in the long run the value of 
the exports all told of a country must balance the imports ; or, at 
least, generally speaking, they must pay interest on foreign capital 
invested in the form of imports; otherwise, people would be 
either importing goods for which they were not compelled to 
pay, or they would be exporting goods for which they were to 
receive no pay. This state of affairs, it is needless to say, does 
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not exist. It may be. that some of the exports or of the imports 
will be either gold or silver, or for a time credit may take the 
place of goods; but in international trade gold or silver bars are 
ordinarily used, or, if coins are used, they too are employed 
simply as commodities. "Whether gold or silver shall be 
exported depends in fact ultimately upon the question whether 
it is cheaper for the country concerned to sell silver or gold 
rather than to sell commodities of some other class. No one, 
of course, would deny the fact that, under certain conditions of 
trade, gold and silver as the commodities on which our monetary 
and banking systems are based are commodities of very 
exceptional importance in the business of a country, as powder 
and lead or possibly horses are in time of war; and under 
special circumstances a country frequently does pay unusual 
rates for the sake of securing these commodities at those times. 
These extraordinary demands for money are usually due 
either to conditions which diminish credit, or to special need of 
cash for special purposes. The last need is ordinarily easily 
met by a good banking system ; the first often in part by a 
sound money system in which people have confidence. 

3. — The statistics of exports and imports of commodities, 
are ordinarily used in discussions as an indication of the real 
balance of trade. This will, of course, give an apparent balance, 
though often not the real one. For many years, for example,. 
England's imports of commodities have been far greater than 
her exports, so that apparently the balance of trade has been 
decidedly against her. One reason for this apparent discrepancy 
has been that England, as a creditor country with money 
invested in enormous sums abroad, has had due to her people 
the interest or profit on these investments, so that this interest 
has been used abroad to pay for many of the goods imported. 
Likewise English ships have been to a great extent the freight 
carriers of the world, and the freights paid by foreigners to 
shipowners have been used to pay for the goods imported. 
These two most prominent factors have, of course, been 
supplemented by some others, so that a condition which has 
been spoken of as an unfavorable balance of trade has in itself 
under ordinary circumstances made no extraordinary demand 
for export of gold from England. 

In practically every new country in process of development 
investments are made by citizens of the wealthier countries. 
During the period of this investment, machinery, equipments, 
for railroads, building materials and supplies of various kinds 
are sent into the new country to be used in production there.. 
The foreigners who thus place this capital in the new country 
do not expect that capital to be returned, at any rate for a long 
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period of years. In many countries such investments become 
permanent ; the only return that is then demanded is the 
interest or the profits on these investments, and even they in 
many cases are re-invested so that there is no demand for 
exports to offset the imports thus made. Here, again, an 
apparent balance of trade against the country may mean simply 
that capital is being invested in that country, and that the 
investments are making little, if any, demand for the export 
of gold or silver, or even for the export of other commodities. 
It should, then, be kept in mind that the ordinary statistics 
regarding exports and imports may be very deceptive, and 
that, at any rate in the long run, a country cannot continue 
buying goods unless she is in some way or other making 
provision for payment for those goods or for the use of the 
capital which they represent. These payments may at times be 
made in gold or silver ; but the precious metals, and especially 
■coined moneys will not be so used unless, under all the 
circumstances of the case, it is cheaper to send them than to 
send other commodities. Should money become scarce in the 
country, the result, of course, is that it becomes dear, or to 
express the same thing differently, that the rates of interest 
or discount rise. This tends, if other things remain equal, to 
diminish the value of commodities in relation to money; prices 
of commodities fall, and thus it pays better to export other 
commodities, and, if the process continues to import gold. 

Of course the fact is recognized that the demand for gold 
may for a time be very strong and the rates high. In con- 
sequence, if a government attempts to supply gold or gold 
exchange, it must be prepared to supply large sums on short 
notice; but such demand cannot last long with high rates and a 
contracting currency. [See also p.p. 35 f.f. for means of securing 
gold.] 

4. — These general principles may now be briefly applied 
to the question of the establishment of a gold exchange 
standard. If silver coins in a country are to be raised above 
the value of the bullion contained in them, in order that they 
may pass at par with gold, in some way they must be made 
equally available with gold so far as their serviceableness for 
doing the money work of the country under consideration is 
concerned. There are various ways in which these silver coins 
may be given a value above that of the bullion contained in 
them : — 

(a) There is a certain amount of money work to be done 
in a country. If, by limitation of coinage, the coins are kept 
relatively scarce as compared with the work to be done, they 
-will acquire the added value that is ordinarily given to any 
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commodity when the demand for it is great and the supply 
relatively limited. 

(b) The Government under consideration may also agree 
to receive these silver coins in payment of obligations due to 
the Government at the same rate at which it will receive gold 
coins which legally represent the same value, thus creating a 
strong and constant demand. 

(c) The silver coins may likewise be made legal tender 
for private debts, which will tend to increase the demand for 
them. 

Neither of the above methods would be affected by the 
balance of trade. They do not call for gold. 

(d) The Government may agree under certain circum- 
stances to redeem the silver coins with gold. This redemption 
may be carried out in various ways : Gold coins might be 
given directly for silver coins on demand either at par or at a 
certain fixed charge. In this case the Government might need 
to keep gold, and a temporary adverse balance of trade would 
cause high rates to be paid for gold if it were needed. A 
government can, of course, arrange to buy gold, if necessary, 
as Japan and Russia in fact did in many cases when 
they were establishing their new systems. But in such 
a country as China, for example, where silver is the current 
coin, gold would be demanded in actual life for only two 
purposes ; first, for use in the arts. In that case gold might 
be bought by the goldsmiths as bullion wherever they wished, 
and they should pay for it accordingly. There is no reason 
why the Government should attempt to supply coins or bullion 
for any such purpose. Second, those persons who have debts 
payable in gold standard countries might wish to buy foreign 
bills of exchange in order to pay those debts. 

The Government might then, for all purposes of business, 
keep a gold reserve in Europe and America against which it 
could sell bills of exchange in return for the new silver coins 
paid into the treasury. It has long been the custom of Holland, 
through its national bank, in this way to protect the parity of 
its silver coins while still maintaining its gold reserve. Ever 
since the establishment of its present system Holland has 
consistently refused to pay out gold on demand in exchange 
for its silver coins. Whenever gold is demanded the inquiry is 
specifically made and examined, whether the gold is needed for 
export. If so, it is regularly granted ; if not, it is regularly 
refused. Of course the Bank of Holland has it in its power to 
control to a considerable extent the rate which will be charged 
for exchange on foreign countries, although in the main,, 
naturally, that is controlled by the commercial situation; and the 
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Bank of Holland, it is understood, will give gold in exchange 
for silver for export purposes without itself demanding the right 
■of selling a foreign bill. 

The Chinese Government, if it wished to enter into the 
banking business, either through a national bank or directly, 
might in this way enter into competition with the banks 
in China by selling bills of exchange against a gold reserve in 
Europe and America at the current rates of exchange of the 
■day. It is not, however, necessary, in order to protect the 
parity of its silver coins, that the Chinese Government should 
directly enter the banking business, and it probably would not 
be wise for it to do so. On all ordinary occasions it might be 
well to permit this business to be done by the banks already 
•established. If, however, for any reason, there came a ten- 
dency towards the depreciation of the silver coins, so that 
the exchange rates became abnormally unfavorable, the 
government might then sell in large sums to either the banks 
■or to private individuals bills of exchange against its foreign 
gold reserve. It will be seen that if it adopts this policy, the 
silver coins would be paid in only when there was a tendency 
for them to depreciate, either because they had become 
redundant through an over issue or through a decided 
slackening of the demands for local business. Such coins 
would regularly be worth much more in their own countiy 
than in any other country and they would never be shipped 
•out. If, as soon as they were paid in for bills of exchange, 
they were locked up in the treasury, the scarcity thus caused 
would comparatively soon make them more valuable for the 
local trade than for the purchase of bills of exchange, and then 
•demands on the foreign gold reserve would cease. The 
balance abroad would be met by the shipping of other less 
needed commodities and the currency would be protected. 
An adverse balance of trade, it is thus seen, would not affect 
the monetary system in the long run so long as its coins were 
not over-issued or did not for some reason become redundant, 
and would then affect it only so long as the surplus was being 
■automatically retired. 

5. — According to the best available statistics the following 
appears regarding China's balance of trade : — 
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So 

Speaking generally, for the past decade or more there has 
been a considerable exportation of gold from China, since gold has 
not been needed in the country, the monetary demands being sup- 
plied entirely by silver and copper. Silver, on the other hand, as 
the money metal in steady demand with no sufficient production 
has usually been imported. But the figures given show a steady 
and on the whole a steadily increasing excess of aggregate im- 
ports, including gold and silver. This must, of course, have 
been covered in some way. Possibly there have been exports 
of considerable moment overland so that they have not been 
noted in the customs. Probably large investments have been 
made of foreign capital for which no exports in return have been 
demanded. In fact for several years the imports of machinery, 
manufactures of iron, etc., which are probably largely of this 
nature amount to some five or six million taels annually. The 
years 1 900- 1 901, show how exceptional conditions make them- 
selves at once felt; but nowhere is there anything to show that 
any principles different from those indicated have been at work. 

To sum the matter up: 

6. If a silver standard country, China for example, should 
establish a silver currency which it attempts to maintain at a 
parity with gold, giving to its coins a value above their bullion 
rate, it is not probable that there would be any serious difficulty 
in maintaining that parity in the long run on account of exchange 
conditions. In China there is at the present time a large amount 
of silver in various forms which even in China itself passes 
substantially as bullion. Should this prove to be a cheap com- 
modity to send abroad, there would surely be no objection. If 
a new system were established with silver coins above their 
bullion value and there should be a very large coinage, so that 
there was a tendency for the silver coins to fall below the gold 
parity, the standard rates would at once rise in terms of the 
local currency; i.e. one would be compelled to pay more of the 
Chinese currency for a pound sterling than before. Those people 
who had gold debts to pay abroad would find that they 
must pay higher rates in these silver coins, because they 
had really become cheaper than their nominal value. If 
the Government would sell gold exchange to meet all demands 
at some fixed rate more unfavorable than the usual banking 
rate, it would receive these coins when that point was reached 
and sell the exchange, and the bank rate could in consequence 
not rise above the governmental rate. For example, if the 
usual banking rate in the new coins were about one standard 
coin for two shillings, and if the government agreed to sell 
exchange on London to any amount whenever the rate reached 
1.02 for two shillings, exchange could never rise above that 
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point. If, as they were paid in, the coins were retained 
in the vaults by the Government or by banks acting as 
agents for the Government, and were not reissued, a relative 
scarcity of them would soon be created, so that they would 
return to their legal gold value, and then this special demand 
on the gold reserve would at once cease. There would under 
circumstances of this kind be no danger of their going out of the 
country to so great an extent as seriously to hamper business. 
In fact, as China would be the only country in which they would 
be worth more than their bullion value, they would not be 
exported at all, unless they fell to their bullion value. 

It is not expected, of course, that there would be retained 
in China for business purposes any gold worth consideration. 
The banks would under ordinary circumstances find themselves 
able to meet demands for gold exchange at ordinary business 
rates, the same as is done at the present time. If, for 
any reason, there came an undue pressure so that their 
rates became very unfavorable, the Government might then 
properly, in order to prevent any depreciation of its stan- 
dard, itself offer to sell gold exchange at rates considered 
worse than those ordinarily charged by the banks. This would 
under all circumstances prevent any depreciation below such 
charge. For this purpose the Government would of necessity 
keep a gold credit abroad. Inasmuch, however, as gold deposited 
in Europe or America would draw interest, or a gold credit 
which was not likely to be drawn upon could be obtained at a 
very low rate, the expense need not be great ; and, inasmuch as 
the gold reserve would thus be called upon only under extra- 
ordinary circumstances, the country on its gold exchange system 
would find its business handled in substantially the same way 
as is the case in any country on the gold standard. 

Incidentally, too, it will be seen, such a method of 
procedure would make but a small demand upon the gold supply 
of Europe, so that no serious apprehension on that score need 
be felt. 

If the above considerations hold, a so-called adverse balance 
of trade, like that of China, need prove of slight importance as 
a hindrance to the introduction of a gold exchange system, if 
proper measures be adopted. 



